Abstract: This study explores the informational and opportunistic characteristics of earnings management in ASEAN countries. Earnings management has an impact on the profitability of the companies. A positive relation between earnings management and future profitability reveals that earnings management is informational. However, negative a relation between earnings management and future profitability indicates that earnings management is opportunistic.
Introduction
Earnings management is widely practiced by public companies. In general, the management's objectives in managing earnings are to avoid scrutiny by investors and creditors and seek their own benefit, to get performance-based incentives, to increase stock prices, and to get benefits from government .
Therefore, the users of financial statements must be aware of opportunistic earnings management before they make a decision. Opportunistic earnings management makes the current income rise but ignores future profitability. High opportunistic earnings management indicates low quality of earnings (Lo 2008) . This low quality of earnings is used by the users to make decisions (Ball and Brown 1968; and Lo 2008) .
Earnings management is like a coin with two sides. Besides using earnings management for opportunistic behavior, earnings management is also used for informational purposes. Subramanyam (1996) , Siregar and Utama (2008) , and Gunny (2009) proved that earnings management has informational purposes. Earnings management with informational purposes carried out by managers to assist financial statement users for better predictions of a company's future performance (Subramanyam 1996; Siregar and Utama 2008; Gunny 2009 ).
There are two ways to manage earnings. First, earnings are managed through the accrual manipulation without affecting cash flows (accrual earnings management). Secondly, earnings are managed using real activities that affect a company's cash flows (real earnings management). Zang (2007) proved that there are trade offs between accrual earnings management and real earnings management. Management will shift to real earnings management if accrual earnings management is easily detected. Zang (2007) showed that managers often practice real earnings management and accrual earnings management simultaneously, but with different proportions. Therefore, Zang (2007) states that because of the substitutive relationship between accrual earnings management and real earnings management, focusing on one type of earnings management exclusively may not fully explain earnings management activities. This research contributes to the literature by including the earnings management nature, opportunistic or informational, and both accrual earnings management and real earnings management. Leuz (2010) states that each country has its own characteristics, therefore, its accounting practices will vary. Leuz et al. (2003) found various country characteristics, such as investor protection, were associated with earnings management. Countries with poor investor protection have a higher incidence of opportunistic earnings management. ASEAN has ten countries with various characteristics, such as investor protection, legal systems, accounting standards, and history that can create accounting practice differences between countries. Therefore, this study explores the informational and opportunistic characteristics of earnings management in ASEAN countries. A positive relation between earnings management and future profitability reveals that earnings management is informational. However, a negative relation between earnings management and future profitability indicates that earnings management is opportunistic. No relationship between earnings management and future profitability indicates that earnings management is neither opportunistic nor informational, reflecting that it is just a random process.
The remainder of the paper proceeds as follows. Section II provides a literature review and hypotheses development. Section III discuses the empirical methodology, including the data and sample selection and the variable measurement. The test and result are discussed in Section IV and Section V will conclude.
Literature Review and Hyphoteses Development
Empirical evidence shows that management manage earnings to avoid reporting earnings below the target (Roychowdury 2006). Management can manage earnings for opportunistic or infor mational pur poses (Subramanyam 1996; Siregar and Utama 2008; and Gunny 2009) . Management that manages earnings opportunisticly tends to maximize their bonuses (Scott 2009; Watts and Zimmerman 1986; and Healy 1985) .
On the contrar y, Demski and Sappington (1978) suggested that management obtain specialized information about future performance, such as new firm strategies, change in firm characteristics, or market conditions, based on their expertise. This information is not communicated directly to the investor because of its cost, so the communication is blocked. The blocked communication can reduce the efficiency of agency contracts (Scott 2009 ).
One of the solutions to reduce the blockage is earnings management. If a manager announces it in the simple way, the announcement would not be reacted to because of its cost to verify. To solve this problem, a manager will manage earnings to show their inside information with discretionary accruals (Scott 2009 ). Stocken and Verrecchia (2004) found that when a manager has some private information which are not captured by a firm's financial reporting system and may manipulate the financial report, at some cost, the manager might not choose the most precise financial system. This earnings management is informational.
A manager will not be so foolish as to report higher earnings than can be reached because the reduction in the future earnings would disappoint the investors who would then punish them through capital and labor market reactions (Barth et al. 1999; and Fee and Hadlock 2003) .
Both earnings management purposes have economic consequences for the company. Opportunistic earnings management will cause a negative relationship between earnings management and future profitability. Informational earnings management provides more accurate earnings information and causes a positive relationship between earnings management and future positive profitability (Subramanyam 1996; Siregar and Utama 2008; and Gunny 2009) .
Real earnings management is conducted for the opportunistic purpose that real earnings management will improve earnings today but will destroy the company in the long term (Roychowdury 2006; ) for these reasons:
1. Sales manipulation through increased price discount will make the future cash flow lower because consumers expect discount prices.
2. Sales manipulation through more lenient credit terms make the future cash flow lower because of the difficult the company will have collecting receivables.
3. Overproduction will lead to lower cash flow and higher production costs.
4. Decreases in discretionary expenses will lead to lower future cash flow and income because of the company's lack of competitiveness.
The proponents of the informational arguments stated that management manages earnings to reduce information blocked (Demski and Sappington 1987) . When management has additional information about future performance, he/she cannot give information in the direct statement on financial reporting or firm announcement to prevent the competitor from obtaining their secret information (Demski and Sappington 1990) . On other hand, if management does not communicate that information, the ability of investors to make good decisions is reduced. Current net income ability to predict future performance is jammed (Stocken and Verrecchia 2004) . Management uses earnings management to give information to reduce asymmetric information between management and investor and increasing the decision-making accuracy (Subramanyam 1996) . Tucker and Zarrowin (2006) found that manager's use of financial reporting discretion is to reveal more information about future earnings and cash flow. Gunny's study (2009) uses U.S. firms as its sample, and proves that real earnings management has a positive relationship with future profitability. Subramanyam (1996) and Siregar and Utama (2008) show that accrual earnings management is positively associate with future profitability.
A positive relationship between earnings management and future profitability is consistent with signaling theory, in which management attempts to give a signal about management's ability to generate better future profit through a joint signal (Graham 2005) . Only management that is confident about its future profitability manages earnings. Companies with poor future performance prospects will not use a joint signal, using earnings management, because investors will be disappointed when future profitability is not in accordance with the signals provided by management (Graham 2005) .
Based on that, the hypotheses tested in this study are: From the hypotheses, the framework of this study is described as the Figure 1 .
Real Earnings Management

Accrual Earnings Management
Future Profitability To determine whether the purpose of earnings management is opportunistic or informational, this study investigates the relationship between earnings management, both accrual earnings management and real earnings management, with future profitability. A positive relation between earnings management and future profitability reveals that earnings management is informational. On the other hand, a negative relation between earnings management and future profitability indicates that earnings management is opportunistic. No relationship between earnings management and future profitability reveals neither opportunistic nor informational. It is just a random process.
Research Methods
Population and Sample
The population of this study is companies listed on stock exchanges in the ASEAN group of countries. We select ASEAN because these countries have some diversity in terms of investor protection, legal systems, accounting standards, and history. The observation period is 2008. The data used is the financial data from 2004 to 2009 because the formula requires long-range observations. The sampling method is purposive sampling, which is in the selection of samples based on the following criteria: 
Data Collection
The study used secondary data obtained from the OSIRIS database. This database is a public company database which is produced by Bureau van Dijk Electronic Publishing, SA (Bureau van Dijk Electronic Publishing 2007).
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The OSIRIS database provides financial data, ownership data, news, rankings, earnings data, and stock data of public companies, including banks and insurance companies. The database has more than 45,000 companies from 140 countries comprising over 34,000 companies listed on the Stock Exchange and 11,000 companies that are not listed or are no longer listed on the Stock Exchange.
Data retrieved from the database can be trusted because OSIRIS only maintains the highest level quality data of each provider and applies a combination of strict quality control systems. Before the OSIRIS data is delivered to customers, Bureau van Dijk Electronic Publishing also implements a series of quality control measures to check the software and data. The OSIRIS database is updated 12 times per year in the DVD form and 52 times per year in the Internet form. 
Measurement of Variables Measurement of real earnings management
This study used Roychowdhury's earnings management model (Roychowdhury 2006) . Proxy for real earnings management is abnormal cash flows from operations (Abn CFO), abnormal production cost (Abn prod), and abnormal discretionary expense (Abn Disc Exp). The procedures to calculate the real earnings management are as follows: Abnormal production cost is difference between actual production cost and normal production cost. 
Measurement of accrual earnings management
This study used discretionary accruals for the accrual earnings management proxy. Discretionary accrual is measured with Modified Jones Model (Dechow et al. 1995 ). 
Calculate Total Accrual
Measurement of future profitability
According to Subramanyam (1996) is the most appropriate future profitability measurement. 
Explanation
Control variables
This study uses two control variables, firm size and growth opportunity. The proxy of firm size is the natural logarithm of assets (Ln Asset). Price earnings ratio is the proxy for growth opportunity. Gunny's study (2009) . The incidence of accrual earnings management is higher in countries that have weak investor protection than in the countries that have strong investor protection. On the other hand, the incidence of real earnings management is higher in countries that have strong investor protection than in the countries that have weak investor protection. Because of the substitutive relationship between accrual earnings management and real earnings management, we must observe both of them. Focusing on one type of (Zang 2007 ).
Results
The mean of future profitability (NI t+1 ) is higher in Indonesia and Thailand compared to Malaysia, the Philippines, and Singapore. The economic crisis in the U.S. influenced Indonesia and Thailand, so profitability in 2008 was worse. By 2009, the profitability was getting better. Indonesia and Thailand have positive prospects for future profitability. On the other hand, the U.S. economic crisis did not influence Malaysia, the Philippines, and Singapore. They have negative prospects for future profitability because, on the average, the companies' profitability in 2009 was worse than in 2008.
Firms in five ASEAN countries are of the same size. The Philippine has higher growth opportunities compared to other countries that showed by the highest PER.
From Table 3 we can conclude that accrual earnings management in the Philippines is informational, but real earnings management does not have a relationship with future profitability. Firms in the Philippines manage earnings to give adequate information to the shareholder. Firms' managed earnings indicate a firm has made a profit and they still have a good future profitability. The real earnings management that does not have any relation with future profitability indicates that the real earnings management in the Philippines is not strategically planned by managers to create better future profitability. In addition, in the Philippines, a firm's future profitability is influenced by firm size. Bigger firms have prospects of higher future profitability.
By contrast, real earnings management in Thailand is informational, but future profitability is not influenced by accrual earnings management. Thailand's firms manage real activities to show that the firm's future profitability will be better and the investor can trust the firm's performance. The real earnings management in Thailand is a firm's strategic planning to get better profit and for investor wealth. In Thailand, future profitability is not influenced by firm size. The pro-fitability of big firms is not always better than that of small firms. Investors can be confident about investing in both of them. Further, the future profitability is not influenced by growth opportunity. The better future profitability is not because of the better growth opportunity, but because of the manager's strategic planning.
In Thailand, investors can trust that the price discount and more lenient credit terms are not to accelerate the timing of sales, that increasing of production is not to report the lower cost of goods sold, and that reducing discretionary expenses, such as advertising, research and development, and SG&A expenses, are not to reduce the expense to boost current period earnings. All of the manager's action are a part of strategic planning and the firm will not get worse in future. This finding conradicts Roychowdury's argument (Roychowdury 2006) . He argues that managers will manage earnings through real activity, like accelerating the timing of sales through increased price discount and more lenient credit terms, reporting lower cost of goods sold through increased production, and decreasing discretionary expenses to boost current period earnings. All of that real activity will worsen the firm's future profitability (Roychowdury 2006).
In Indonesia, real earnings management is opportunistic, but accrual earnings management does not have a relationship with future profitability. These findings do not support Siregar and Utama's findings (Siregar and Utama 2008) . They found that accrual earnings management in Indonesia is informational. Managers give information about insights to investors so that the asymmetricity of information is reduced and the investor can make good decisions (Siregar and Utama 2008) . But in this study, accrual earnings management does not have a relationship with future profitability, so the managers' actions do not give better information but are for their own benefit. Specificially, real earnings management in Indonesia is opportunistic. Managers will manage earnings through real activity, such as acceleration of timing of sales through increased price discount and more lenient credit terms, reporting lower cost of goods sold through increased production, and decreasing discretionary expense to boost current period earnings. In the current year, the firms has good profits but all of that real activity will worsen the firm's future profitability. Investors must be careful with managers' actions. This finding suppor ts Roychowdury's argument (Roychowdury 2006) . Furthermore, future profitability in Indonesia is influenced by firm size and growth opportunity.
Accrual earnings management in Malaysia is opportunistic, but real earnings management does not have any relationship with future profitability. Malaysian firms manage earnings to get themselves benefits but ignore the investors' interests. This finding supports the Leuz's study (2010) . Leuz finds that Malaysia has strict legal protection for investors but it is weak in practice. Auditors in Malaysia must be aware of this fact. They must protect the investors from managerial fraud. On the other side, investors must be careful with managers' actions in accrual manipulations and real activities. Although the government protects investors with tight regulation, in practice it is not always implemented.
Future profitability in Singapore is not influenced by real earnings management, accrual earnings management, firm size, and growth opportunity. Singapore's firms manage earnings not to give more information to investor. This finding is not consistent with the previous studies (Subramanyam 2006 and Gunny 2009 ). The economic crisis that struck the U.S. and some other countries may have had a role to this phenomena.
Country factors such as culture may explain the inconsistencies of the result across the ASEAN countries. Some diversity in terms of investor protection, legal systems, accounting standards, and history among ASEAN countries will create variations in accounting practices, including earnings management. Investors must be careful when they choose the country where they will invest money because every country has different characteristics. They must scrutinize managers' actions because sometimes managers manage earnings to benefit themselves and not investors' interest.
Conclusion
The results show that the characteristics of earnings management are not consistent. Accrual earnings management in the Philippines is informational, but real earnings management does not have a relationship with future profitability. Managers in the Philippines manage earnings through an accounting policy to give adequate information to the shareholder, so they do not make a bad decision-making. The real earnings management, which does not have any relation with future profitability, indicates that the real earnings management in the Philippines is not strategically planned by manager to create better profitability in the future. By contrast, real earnings management in Thailand is informational, but future profitability is not influenced by accrual earnings management. Thai managers manage real activities to show that the firm's future profitability will be better and the investor can trust the firm's performance. The real earnings management in Thailand is part of a firm's strategic planning to get better profit and for investor wealth.
In Indonesia, real earnings management is opportunistic. However, accrual earnings management does not have a relationship with future profitability. The managers' actions do not give better information but are to benefit themselves. Real earnings management in Indonesia is opportunistic. Managers manage earnings through real activity, like accelerating the timing of sales through increased price discount and more lenient credit terms, reporting lower cost of goods sold through increased production, and decreasing discretionary expenses to boost current period earnings. Accrual earnings management in Malaysia is opportunistic, but real earnings management does not have any relationship with future profitability. Malaysian firms manage earnings for their own benefit and ignore the investors' wealth. Future profitability in Singapore is not influenced by real earnings management, accrual earnings management, firm size, and growth opportunity. Singapore's management manages earnings so as not to give more information to investor.
Country factors such as culture may explain the inconsistencies of the results across ASEAN. Some diversities in terms of investor protection, legal systems, accounting standards, and history among ASEAN countries cause the variation in accounting practices, including earnings management. The different levels of impact of the economic crisis in 2008 among ASEAN countries causes the inconsistencies in the earnings management practices too. This study has several limitations. First, it only uses 2008 as the observation year. Therefore, we must be careful when interpreting this result because 2008 was the year of the U.S. economic crisis which had an impact on ASEAN countries' economies. A sensitivity study to explore whether there are differences crisis and non-crisis periods could not be carried out because of data limitations. Second, the sample was limited because of the unavailability of complete data on the OSIRIS database.
This study did not observe factors that may affect the informational of accrual earnings management and real earnings management. In addition, this study only uses a oneyear period during the world economic crisis. Therefore, future studies can include factors that may affect the informational purposes of accrual earnings management and real earnings management and use a longer period observation.
